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A company with a well-developed succession plan maintains a list of potential candidates that the board can turn to in case of an unexpected transition. Candidates are often internal executives who have been trained for higher levels of responsibility and whose skills, experiences, and leadership qualities match the strategic, operating, and cultural requirements of the company. In some cases, primary candidates are executives at other companies that the board has maintained contact with and whom the board is prepared to approach when a transition By david f. larcker and Brian tayan March 6, 2012 is required. If the circumstances are appropriate, a permanent successor is named without delay. In some cases (such as a company in turnaround or one that is in the process of building managerial talent), an emergency CEO is put in place until a permanent successor is identified.
A company without an operational succession plan does not have a set of viable candidates to turn to and often starts the evaluation process from scratch. In this case, the transition period can be lengthy, lasting several months or longer. Such delays can have a direct, negative impact on company performance. Behn, Dawley, Riley, and Yang (2006) demonstrate a negative relation between the length of the succession period and the future operating results of a company.
2 For this reason, many governance experts recommend that companies treat succession planning as a risk management exercise as much as a leadership development process.
A company might be able to reduce the uncertainty surrounding CEO succession by increasing disclosure around its succession plan. However, there is little evidence that shareholders find this disclosure valuable. According to Institutional Shareholder Services, shareholder sponsored proposals that would require companies to develop and disclose succession plans received only 27 percent support on average in 2011.
3 This suggests that, while investors expect companies to develop succession plans, disclosure might not be informative of whether these plans are viable. 
Death anD governance Quality
The sudden death of a CEO also provides an (unfortunate) opportunity to provide insight into the general quality of the firm's governance. When a CEO passes away, two distinct events occur. The first is the announcement of the death itself. The second is the announcement of the successor.
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The price of a company tends to go down following news of a CEO's death if the CEO is seen as a strong leader or vital to the company, and it tends to go up if the CEO is seen as entrenched, a poor leader, or inhibiting a sale of the company. In this way, a positive stock price reaction implies the presence of poor corporate governance, while a negative stock price reaction implies good governance. The case is reversed for the announcement of the successor. A positive stock price reaction suggests that shareholders believe the board of directors has made the right hiring decision for the company, while a negative reaction suggests that shareholders disapprove of the board's selection or that the hiring decision makes it less likely that the company will be sold (see Exhibit 2).
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For example, when Gerald Pencer, CEO of Cott Corporation, died of cancer in 1998, the stock price increased 8.1 percent. Pencer and his family owned a 29 percent stake in Cott, and his death was seen as a catalyst that would accelerate changes or possibly lead to a sale of the company. When former Campbell Soup executive Frank Weise was named CEO of Cott five months later, the stock rose 6.5 percent. The appointment of Weise, announced concurrently with a $110 million investment from private-equity firm Thomas H. Lee, was viewed as a commitment to boost growth, with the potential for a sale of the company down the road. 
Why thiS MatterS
1. It is very difficult for shareholders to gain detailed information about CEO succession planning among the companies they have invested in. 9 Although CEO deaths are rare, the sudden death of a CEO can provide insight into the quality of succession planning and governance of a company. Whereas some companies are able to appoint a successor immediately, others take weeks or months to do so. Boards should do the "reality check" on whether they truly have an operational succession plan in place. -12 (Jan. 24, 2011). 5 In some cases these are concurrent. When news of the death and news of the appointment occur on the same trading day, it is difficult to determine which news is more salient in determining the market's reaction. 6 Johnson, Magee, Nagaran, and Newman (1985) find evidence of this. While they observe no uniform pattern across a sample of sudden deaths, they do find highly divergent reactions within their sample. This suggests that the market's assessment of governance quality is specific to the company and its CEO. Salas (2007) 
